ORIGINAL

mNATIONAL EXCHANGE EX PARTE OR LATE FILED
CARRIER ASSOCIATION ¢

2120 L Street, NW

Suite 650 Gina Harrison HEC
Washington, D.C. 20037  Senior Counsel and Director EIVED

Tel. 202-263-1650

Fax. 202-776-0078 Washington Office JU
e-mail: gharris@neca.org : L 2 8 2
uly 27, 2000 ¥ Moxg
Ms. Magalie_Roman Salas, Secrgtaq ”"’5%%
Federal Communications Commission
The Portals

445 Twelfth Street, S.W.
Washington, D.C. 20554

Re: Ex Parte Notice: CC Docket No. 96-45, Federal-State Joint Board on
Universal Service; CC Docket No. 99-294, Federal-State Joint Conference on

Advanced Services T~

Dear Ms. Salas:

On Sunday, July 23, at the NARUC convention in Los Anageles, Bob Anderson,
President, Ken Levy, Vice President and General Counsel, and I, all of NECA,
Margot Humphrey, Esq., representing National Rural Telephone Association, Marie
Guillory, Vice President, National Telephone Cooperative Association, and Bob De
Broux of TDS met with Commissioners Nanette Thompson of Alaska, Bob Rowe
of Montana, Bret Perlman of Texas and via telephone, with Laska Schoenfelder of
South Dakota. A representative of SBC was also in attendance as an observer. We
discussed the attached material, including the NECA Rural Broadband Cost Study:
Summary of Results. The study estimates the investment dollars needed to upgrade
rural study area lines in NECA's Common Line Pool to broadband capability at
$10.9 billion. In light of this estimate, we discussed the need for universal service

reform for rural carriers.

This filing is being made immediately upon my return to my D.C. office from the
NARUC convention in Los Angeles. In accordance with Section 1.1206(a)(1) of
the Commission’s rules, two copies of this Notice are being submitted to your
office for the above-referenced proceeding. Please address any questions to me.

Sincerely, .

Cc: B. Perlman
R. Rowe
L. Schoenfelder

N. Thompson
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OVERVIEW :

RURAL CARRIER HIGH COST SUPPORT - °
— Continues to be based on’ relatronshrp to Natlonal Average Cost |
per Loop (i.e., >115% of NACPL, recelves support) L
Subject to certain hmltatlons ;)' A.---_;;.,. . ‘
~ Data collected and filed by NECA program admrmstered by e
USAC - .
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Data Collection Process

« FCC Rules requlre all 1neumbent local exchange carrlers to o
* submit certain investment and expense data to NECA "

— non- rural CarTiers reqmred to submlt data quarterly 'jfi-

— rural carriers requlred to submit: data annually but Inay ,
update data quarterly on a Voluntary ba81s . B

« Data Colleetlon Form 1ncluded as Attachment A to '
presentatlon materlals | w
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Data Collection Pro éf,css.. (Cént ) i

. Sectron 36 611 requrres camers to submrt
| the followrng 1nformatlon e

— Unseparated, state and 1nterstate gross plant 1nvestment
in Exchange Line Cable and Wite Facilities (C&WF )
Subcategory 1.3 and. Exchange Lipe Central Ofﬁce ey M
~ (CO) Circuit Equlpment Category 4. 13,

— Unseparated accumulated deprecratlon and non currentﬁf
deferred federal income taxes, attrlbutable to: Exchangefi: B
Line C&WF Subcategory 1.3 investment, andy: -
Exchange Lrne CO_C‘rcmt Equrpment Category 4 13 o |
1nvestment AR | - R |




‘Data Collection Process (cont.)

— Unseparated depreciation expense attributableﬁ'_‘.}to
Exchange Line C&WF Subcategory 1.3 investment, =~ ¥
and Exchange Line CO Clrcult Equlpment Category S
-4.13 investment T T S

- Unseparated mamtenance expense attrlbutable to R
Exchange Line C&WF Subcategory 1.3 investment and x
Exchange Line CO Clrcult Equlpment Category 4 13
mvestment S




Data Collection Pro CeSS (c ont) R

— Unseparated corporate operatlons expenses Operatmg
taxes, and the beneﬁts and rent portlons of ope“ratmg

Jisted shall be stated separately

— Unseparated gross telecommumcatlons plant |
mvestment o e o * _

— Unseparated accumulated deprec1at1on and noni‘ourrent"?

-deferred federal 1 1ncome taxes attr1butable to total e :"_-:-
unseparated telecommunlcauons plant 1nvestment
| — Total and category l 3 Workmg Loops
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» USF Algorlthm mcluded as Attachm
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EXp ense Adjustment C alrcul_atjon,_{::f--?"fzi;j.s

. Any rural carrier (or non- rural carrrer
‘recetving hold- harmless support) Whose

' ~ study area cost per loop (SACPL) is greater
“than 115% of the national average eost per
“loop (NACPL) is ehgrble to receive hlgh

- cost support SUb_] ect to the prevrously
deserrbed hmrtatrons R
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TN N ?‘*'?*:*StUdy area; Plus

Expense Adjustment
Caleulatron(eont) i

« for study areas Wrth 200 OOO or fewer
_Workrng loops the expense adJustment Lo
(additional 1nterstate expense alloeatron) 1s
equal to the sumof =
. Slxty- five percent of the study area average | BRI

~ unseparated loop cost per worklng loop n excess of

- 115 percent of the national ayerage for thrs cost but;;‘__;.:

not greater than 150 percent of the nat10naI average |
- multlphed by the number of Worklng loops’ﬂfor the -




EXP@“SGAdjus'tment
Calculatron(com )

. Seventy five percent of the study area average o
unseparated loop cost per worklng loop excess: of 1 '_"’ :
150 percent of the national average multlphed by the
number of Worklng loops reported g

* 65% x costs between (1 15 and 150%) plus ,
75% of eost n excess of 150% Of NACPL
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Expense Adjustment o
Cal eulatron(e ont. )

» for study areas wrth 200 OOO or more
~working loops, the expense adJustment i
(addrtronal 1nterstate expense allocatron) 1s

| « Ten percent of the study area average unseparated_ :
" loop cost per working loop 1 inexcess of 1 18 ‘per
- of the national average but not greater than 160+ :

“percent of the national average multlphed By the
number of workmg loops for the study area plus
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Expense Adjustrnent g
- C alculatrcn(c ont. )
- Thrrty percent of the study area average unseparated

loop cost per working loop in excess of 160 percent -
- of the national average but not greater than 200

LEES

percent of the national average multlphed by the
number of working loops for the study area, plus

» Sixty percent of the study area average unseparated
- loop cost per Wcrkrng loop i in excess-of. ZOinercent-I;f-
- of the national average but not greater than 250 .
percent of the national average mu1t1p11ed by the
number of worklng loops for the study area, plus ’
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Expense Adjustment 4
~Calculati on(cont )

X Seventy- ﬁve percent of the study area average
unseparated loop cost per W()rklng loop in excess of
- 250 percent of the national average multlphed by the
number of worklng 100ps for the study area '
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» 10% x costs oetween (1 15 and 160%) p .

130% x costs between, (160 and 200%) plus

 60% x costs between (200 and 250%) plus o

| 75% of Cost In excess of 250% of NC




~USF Limitati,ons L

Currently three rnechanrsms n place that B
potentlally place 11m1ts on 1nd1v1dua1 study_.;;.’;_'"
area loop costs and/ or expense adjustment
1eve1s | | ‘ T

v r)’

— Corporate Operatlons Expense lertatron

_ Cap on Growth 1n Total USF Expense
Adjustment e A

Co— Cap on Indmdual Study Area USF Pa-{ m nts,




Corporate Operatrons Expense’_,;
o errtatlon A

» Since January 1 1998 Total Corporate

| Operatrons Expense for purposes of

- calculating universal service support LT

~ payments, have been hmlted to the lesser

of: o ST

— actual average monthly per hne Corporate '
Operatrons Expense or o f
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Corporate Operatlons Expense e
- Limitation (eont ) o8

— For study areas Wlth 6,000 or fewer worklng loops the o
amount per working loop shall be'$31.188 - - (. 0023 x oA
the number of working loops), or, $25 OOO + the*.s O X
‘number of worklng loops, whlchever is greater PR

— For study areas with more than 6 ,000 but fewer than
18,006 working loops, the amount per Worklng 1oop Lo
shall be $3 588 + (82 827 60 + the number of Workmg VAl
loops) - e , et '

— For study areas Wlth 18, 006 or more Worklng 1oops the <
amount per Workmg loop shall be $8 188 R
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Corporate Operations Expense




Corporate Operatlens Expense
‘Limitation (eont )

» Fixed $ per / loop hmltatlon does not SN
reeogmzed 1nﬂat10n o i

Lo R - ; ; R - K
VI e }r‘ g
: "\ ) M _'.,.:.»,..-“h ot

.

. Number of rural eompames 1mpaeted
1nereasmg annually

* Per company monthly lmpacts meluded_m
mater1al at Attaehment C | .
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K L1m1t on Growth 1n Overall Fund Srze
o 1ntr0dueed begrnnrng wrth 1994 suprrt
A0 payments L e T RS
" _ The annual amount of the. total natlonW1de 100p cost o
‘expense adjustment calculated pursuant to Seetlon 36 of_ R
the Commission’s rules may not exceed: the. amcunt of =

~the total loop cost. expense adjustment for the precedlng
calendar year, 1nereased by the rate of 1ncrease 1n the




leltatlon on Growth in Total .
- USF(cont) ° ;:?*f;

. L1m1tat1on aocomphshed through 1mput1ng a Natlonal IR
- Average Cost per Loop (NACPL) that produces the B 5
~appropriate-level of fundmg S TR
— calendar year 2000 “true NACPL” of $239 48 produced
a funding requirement of $1,026M . - .
— imputed NACPL of $251 76 requlred to meet 2000
funding limit of $893 M« e s by

« Support : avallable for any study area whose annual 1obp o
~ costs are greater than $289 52(1 15% of $251 76 or 121% b
of $239 48) B s
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NECA RURAL BROADBAND
Cost Study:
SUMMARY OF RESULTS

Project Manager: Victor Glass, Ph.D

Associates: Bill Cook, M.S., P.E.
Chris Babb, Ph.D
Martha West
Romita Biswas, Ph.D

Information contact:

Victor Glass

Director — Demand Forecasting and Rate Development
National Exchange Carrier Association, Inc.

80 South Jefterson Road

Whippany, NJ 07981

973-884-8263

vglass(eneca.org




NECA Rural Broadband Cost Study:
Summary of Results

Executive Summary

This study estimates the investment dollars needed to upgrade rural study area
lines in NECA’s Common Line pool to broadband capability. Included in the
estimate are plant upgrades on the customer side of the switch. Not included in
the estimate are investment expenditures on DSL equipment, switch and
backbone transport to other service areas or the ongoing maintenance of the
upgraded network necessary to provide broadband services.

The results confirm two widely held beliefs about wiring rural America for
broadband service’ that seem contradictory on the surface. First, the estimated
bill for completing the job is enormous, abour $10.9 billion. Second, rural
telephone companies are rapidly deploying a broadband capable network.
According to the study’s respondents, about 65% of rural lines will be capable’
of providing broadband service by 2002. This fact, coupled with the ambitious
rollout of data-network services documented in NECA’s Access Market
Survey', show that rural telephone companies are trying to meet their
customers’ needs for high-speed lines. Whether the pace is quick enough for
policy-makers, or the targeted penetration rates are high enough for them to
accept, will determine the funding needed to reach public policy objectives.

! Based on the 1996 Telecommunications Act, the FCC has recognized 95 non-rural and
1301 rural LEC'’s (The latter includes both NECA and non-NECA companies.) Of the 1301
LECs, 111 are companies NOT in the CL pool. A further investigation indicates that an
additional 49 NECA LEC’s were omitted from the FCC’s rural/ nonrural list. Therefore, a
total of 1239 (1301-111+49) of NECA’s CL pool members are Rural.
* The FCC defines broadband as “having the capability of supporting, 1n both the provider-
to-consumer (downstream) and the consumer-to-provider (upstream) directions, a speed (i
technical terms, ‘bandwidth’) in excess of 200 ldlobits per second (kbps) in the last mile.”
Inquiry Concerning the Deployment of Advanced Telecommunications Capabilities, cc
Doclxet No. 98-146, Report, 14FCCRcd 2398,2406(1999).

* A broadband capable line can potentially handle high-speed services. If the telephone
comp: any does not offer these services the line is still defined as broadband capable.

! National Exchange Curier Association, Inc., Access Market Survey of NECA's Tmfﬂc
Sensitive Pool Members - Keeping America Connected: The Bro: adband Challenge (1999)

2
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Background

The FCC and several members of Congress have suggested the need for a
targeted initiative aimed at deploying advanced telecommunications services in
rural America. As defined by the Telecommunications Act of 1996 (Act),
advanced telecommunications capability refers to “high speed, switched
broadband telecommunications capability that enables users to orginate and
receive high quality voice, data, graphics, and video telecommunications using
anytechnology.” A key concern is the ability to provide broadband capability
in rural areas, where the cost of implementing necessary telephone network
upgrades is expected to be significant.

There are a number of factors which typically increase the cost of serving
customers in rural areas, such as large size of exchange areas, low line density,
and scattered distribution of telephone customers. The exchanges of rural
companies in NECA’s Common Line pool cover 35% of the land area of the
48 contiguous states plus Hawali, but serve just under 6% of 1990 households,

or roughly 5% of 1998 USF loops?

Report Highlights

The cost of upgrading rural local exchange carrier networks of NECA
Common Line pool members was derived from two studies. The first was a
detailed engineering study that was completed by a sample of companies that
had or were in the process of upgrading their exchanges to broadband
capability. This study measured the cost of upgrading lines. The second was a
deployment study completed by a sample of other companies to estimate the
percentage of lines that would not be upgraded to broadband capability by

2002.

> Section 706 of the Pub.L. 104-104, Title VII, § 706, Feb. 8, 1996, 110 Stat. 153,

reproduced in the notes under 47 USC § 157.
' Unuversal Service Fund (USF) 1999 Submission of 1998 Study Results by the National

Exchange Carrier Association (Oct. 1, 1999).
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